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AICPA Washington Report
Volume 1, Issue 8 
February 26, 1973
As an added feature of the Washington Report, 
we plan to include a ’Washington Liaison Activities" 
supplement with the last issue of each month. The 
first of the supplements is attached to this Report.
The supplement will report on significant 
activities of committees having responsibility for 
liaison with the Federal government. We expect to 
include such items as progress reports on projects, 
subjects under consideration with government agencies and 
a schedule of meetings.
We hope this information will help recipients of 
the Washington Report obtain a broader perspective of the 
Institute's total involvement in Washington activities.
I would welcome your comments on the supplement and 
any advice you might have on how to improve it.




An "Audit Working Paper Guide” (REA Bulletin 
185-2 (Elec.), 465-2 (Tele.)) has been 
prepared by the Rural Electrification 
Administration (REA) to assist accountants 
in the preparation of working papers relating 
to their audits of REA financial electric 
and telephone utility type borrowers. It is 
a companion manual to the REA bulletin "Audit 
of REA Borrowers' Records", and provides 
certain guidelines on the minimum evidential 
material the REA expects accountants auditing 
the records to include in their working papers 
to support their conclusions and opinions.
The guide was prepared with the assistance 
of the AICPA Committee on Relations with the 
Department of Agriculture. Copies can be 
obtained by contacting the REA, Washington, D.C. 
20250.
Accrual method of accounting is being introduced 
to the farmers, as the Department notes the 
possibility that liberal accounting rules 
presently allowed farmers could be revoked in 
whole or in part.
A report, "Accounting Methods Allowed 
Farmers: Tax Incentives and Consequences" has 
been prepared by the USDA's Economic Research 
Service (ERS). Copies of the publication,
ERS 505, are expected to be available in a few 
weeks. In addition, the February issue of 
The Farm Index contains an article on accrual 
accounting and describes some of its effects on 
farmers.
COST OF LIVING COUNCIL
An amendment to S.398 (No. 10) has been offered
by Senator Eagleton (D-Mo.) which would prohibit 
the use of the Economic Stabilization Act (ESA) 
as authority for the executive branch to impound 
federal funds. The Senator pointed out that OMB, 
in its impoundment report (Fed. Reg., 2/6/73) 
cited the ESA as authority to impound more than 
$2.4 billion in Federal aid for Highway funds.
A copy of the amendment and explanation 
of its purpose appear in the 2/19/73 Cong. Record 
at p.S2682.
2GENERAL ACCOUNTING OFFICE
A GAO Report entitled "More Effective U.S. 
Participation Needed in World Bank and 
International Development Association" has 
been released (B-161470 of 2/14/73.)
The report, in its discussion of the World 
Bank operations, includes a section on internal 
and external bank project evaluations, indicating 
that while some review functions are performed, 
systematic independent evaluative audits of the 
operations of the Bank and IDA do not exist.
In addition, the GAO found a lack of 
independent evaluation of management efficiency 
and program results.
HEALTH, EDUCATION AND WELFARE, DEPARTMENT OF
The "Medicredit" proposal has been introduced
in the Senate (S.444) by Senator Hartke (D-Ind.) 
and co-sponsored by a significant number of 
other Senators.
Other measures have been introduced in 
the House providing catastrophic illness coverage 
(HR 1054) and federal aid for HMO operations 
(HR 2618). The latter contains an independent 
audit provision.
Hearings on the various health proposals 
are expected to begin sometime this Spring, 
most likely, after the Easter recess.
Contract Cost Principle and Procedure amendments
to the Federal Procurement Regulations relating
to research and development grants and contracts 
with educational institutions are contained in 
the 2/22/73 Fed. Reg., at pgs. 4753-60. The changes 
and additions clarify and refine the methods used 
in identifying, classifying and distributing 
indirect costs and provide more definitive 
standards on the allowability of both direct and 
indirect costs, consistent with OMB Circular A-21.
HOUSING AND URBAN DEVELOPMENT, DEPARTMENT OF
"Independent Public Accountant Audits - Neighborhood
Facilities Grant Program" (No. 7350.3) handbook 
has recently been issued by the Department to 
Community Development personnel. It provides 
instructions to program participants for the 
engagement of Independent Public Accountants in 
conducting final development cost audits within 
Neighborhood Facilities programs.
3In addition, there is an accompanying 
"audit guide" prepared by the Inspector General’s 
office (IG 7350.3) which prescribes the general 
audit requirements that the auditor must follow 
in making final development cost audits in the 
program. The guide is designed to assist the 
auditor in understanding the special require 
related to the Neighborhood Facilities program.
Copies are available by writing HUD's 
Publication Service Center, Washington, D.C.
20410.
An Apartment Investment Study prepared by Touche Ross 
and Company for HUD shows that tax benefits and 
cash flow rates are the two most important 
criteria in this investment area. The report 
stressed the need for a movement away from the 
present mix of multi-family housing financing.
It recommended a shift from heavy debt financing 
toward reliance upon a stronger equity base.
The report, entitled "Study on Tax 
Considerations in Multi-family Housing Investments"
( S / n 2300-0191) is available through the Government
Printing Office.
LABOR, DEPARTMENT OF
House pension reform hearings commenced on 2/20/73, 
chaired by Rep. Dent (D-Pa.). In his opening 
remarks, the Chairman noted that disclosure to 
participants remains a disgrace despite previous 
efforts. Effective legislation is needed this 
year, he stressed.
Jack Helganz, Chairman of the Institute’s 
Health, Welfare and Pension Funds Committee, 
testified on the disclosure aspects of the 
pending legislation. He also indicated that a 
copy of the draft on Audits of Pension Funds 
would be made available to the Task Force when it 
is released for public comment. The offer of 
the Institute's assistance to help redraft the 
disclosure requirements was welcomed by the 
Chairman and other Committee representatives.
Other witnesses to be heard during the next 
two weeks include representatives of the U.S. 
Chamber of Commerce; AT&T; Sears, Roebuck and 
Company and Litton Industries, as well as various 
actuaries and organized labor officials.
4Senate Labor Subcommittee hearings have now concluded, 
and the record is now being assembled. A letter 
expressing the Institute's views on the disclosure 
and reporting aspects of the Williams-Javits 
proposal (S.4) has been submitted for inclusion 
in the record. It is expected that a report of the 
subcommittee's conclusions will be prepared in the 
near future and submitted for full committee approval 
If the measure follows its likely course, the 
Senate Finance Committee can be expected to take 
the proposal under consideration in the next few 
months.
SECURITIES AND EXCHANGE COMMISSION
Interpretations and minor amendments app1icable 
to certain revisions of Regulation S-X have 
been recently issued. (ASR 141 of 2/15/73.)
The interpretations are the result of 
inquiries received by the staff regarding the 
meaning and interpretation of new terms, instructions 
or rules in the revised regulations. Clarification 
of certain items have also been included in these 
amendments to the regulations.
Senate confirmation of the nominations of G. Bradford 
Cook, as Chairman and John Evans as a member of 
the Commission and the renomination of Philip 
A. Loomis was accomplished smoothly.
Hearings continue on S.470 relative to membership 
and operations of national securities exchanges 
and S.488 dealing with eliminating fixed 
commissions. Senator Williams, in his opening 
remarks, indicated that Congress has an obligation 
to untangle the "institutional membership mess" 
and resolve matters in a fair and equitable manner.
Meanwhile, Senator Williams, Chairman of the 
Securities Subcommittee which is conducting 
these hearings, has announced that the study on 
self-regulation in the securities industry is 
now available.
The study is based on extensive hearings 
held over an 18-month period and includes several 
recommendations for improvements in the structure 
and operation of the securities industry as applied 
to broker-dealers.
5TREASURY, DEPARTMENT OF
General Revenue Sharing regulations have been 
proposed. (Fed. Reg., 2/22/73, p. 4 918).
Comments on the proposed regulations will 
be accepted until 3/19/73.
Section 51.41, "Auditing and evaluation; 
scope of audits", includes a policy to rely 
to the maximum extent possible on audits of 
recipient governments by State and local 
government auditors and independent public 
accountants. Recipient governments would be 
encouraged to have such audits performed, to 
the extent practicable, in accordance with 
standards for the Audit of Governmental 
Organizations, Programs, Activities and Functions 
issued by the Comptroller General in June, 1972.
Corporate tax disclosure legislation has been
introduced in the Senate by Senator Nelson (D-Wis.). 
His remarks on the introduction of S.875 and a 
reprint o f  the bill appear in the 2/15/73 Cong. 
Record at pgs. 2544-50.
The bill would require that 4000-plus 
of the largest U.S. corporations make public some, 
but not all, of the tax information they submit 
with their returns. "It is fundamental that a 
market economy functions properly only in an 
atmosphere where there is extensive public 
knowledge of financial and other aspects of 
corporate behavior. "Contrary to the assertions 
of many, corporate secrecy - not corporate 
disclosure - is the great energy of a market 
economy in a free society", the Senator declared.
Hearings have been scheduled to review the IRS 
activities in the area of taxpayer service 
assistance. (Cong. Record, 2/20/73, pgs. S2851-52.) 
Senator Montoya (D-N.M.) indicated the hearings 
will provide the vehicle to a better understanding 
for the public of current IRS practices with 
regard to taxpayer services. The hearings before 
the Treasury-Post Office Appropriations Subcommittee 
are scheduled for 2/27-28 and 3/1/73.
6Small business tax simplification and reform has
been advocated by Rep. Saylor (R-Penn.), a 
member of the Interior Committee. The bill 
(HR 1915) is similar to other measures now 
pending before the House Ways and Means 
Committee. The bill contains a provision 
to provide a special revenue code chapter for 
small business.





Supplement No. 1 
February 26, 1973
Auditing for Federal Agencies
A meeting with chief auditors from various federal 
agencies will be held 2/28/73 to discuss federal 
grant programs, including possible revision of 
various federal agency audit guides.
Civil Aeronautics Board
The Committee discussed the following items:
-Proposed SEC release on Accounting for 
Changes i n  Ownership.
-Accounting for Early Retirement of Airline 
Debt Under APB Opinion No. 26.
-Unearned Transportation Revenue.
-Effects of Regulation ER-726 on the opinion
of independent public accountants. This 
regulation requires certified air carriers to 
set forth in Form 41 Reports, the depreciation 
costs established for regulatory purposes, 
depreciation costs accrued for accounting 
purposes and the numerical differences.
-Uniform system of accounts for air freight 
forwarders and a uniform system of accounts 
for air commuter operators.
-CAB’s possible expansion of audit requirements 
to cover most air commuter operators and air 
freight forwarders.
-Revised formula for determining rate of return 
on air carrier investment (CAB Release dated 
9/26/72).
Commerce, Department of
Comments are being prepared on the Department’s 
draft audit guide for the "Minority Business 
Enterprise" programs. The draft calls for the 
independent auditor's comments on efficiency, economy 




The profession has recently been requested to 
provide assistance to the Cost of Living Council 
in the development of reporting regulations for 
the food industry. A committee is being formed 
of AICPA members knowledgeable in both the overall 
stabilization program and the food industry.
Environmental Protection Agency
The Committee commented on an EPA audit guide
for Final Site Audits Under the Construction Grant
Program (For Use By Independent Public Accountants).
Federal Home Loan Bank Board
The audit guide for savings and loan associations 
has recently been issued. In addition, a meeting 
of the committee has been scheduled for 3/1-2/73 
to consider various proposals recently issued by the 
FHLBB.
General Accounting Office
A meeting is planned for 3/21/73 to discuss a draft 
of the AICPA's position on the GAO's audit standards 
(Yellow Book). Also planned are revisions in the 
committee's operating procedures to establish a more 
effective method of operation.
Interstate Commerce Commission
The committee met with John Grady, Chief Accountant 
of the ICC, and members of his staff to discuss 
problems particular to railroads. In addition, there 
was discussion of the current refusal of the ICC to 
accept tax allocation.
Office of Economic Opportunity
Comments have been submitted on the 11/72 draft 
of an 0E0 audit guide to be used in connection 
with audits of 0E0 programs.
Securities and Exchange Commission
The committee met 1/10/73 with John Burton, Chief 
Accountant of the SEC, and discussed the following 
topics:
-Capitalization of leases by affiliated lessees. 
-Liability for violation of wage and price
guidelines under Phase 2.
-Disclosure of catastrophe reserves of casualty
insurance companies.
3Federal Taxation
The Executive Committee met and considered the 
following items:
-Approved an initial draft of the 1973 
edition of Recommendations for Amendments 
to the Internal Revenue Code.
-Began formulating the Division’s position 
on tax reform in response to the call for 
hearings on the same subject by the House 
Ways and Means Committee.
-Considered proposed regulations under Section 
7216 on disclosure and use of information 
by preparers of returns. Our formal comments 
on these proposed regs were submitted to the 
Service on February 13, 1973.
Members of the Division met with Frederic Hickman, 
Assistant Secretary of the Treasury for Tax Policy, 
concerning the proposed regulations under Section 7216.
The Division has requested to appear at hearings and 
present testimony before the Ways and Means Committee 
on tax reform, and the Executive Committee will meet 
on 2/27/73 to formulate its position on tax reform.
The Committee on Tax Administration met with Peter 
Weidenbruch, Assistant Commissioner, Technical, IRS, 
and representatives of his office, concerning our 
request of 10/31/72 asking for revision or cancellation 
of Revenue Ruling 72-91.
The Committee on Taxation of Estates, Trusts and 
Gifts held a special meeting in New York City in order 
to revise the draft of a study on estate and gift tax 
reform. Members of the committee also met with the 
American Bankers Association’s Committee on Estate 
and Gift Taxation in order to get their latest thinking 
on the subject.
The Committee on Responsibilities in Tax Practice 
have under consideration Statement No. 9, "Certain 
Procedural Aspects of Preparing Returns", which was 
mailed to members.
The Committee on Tax Publications has completed 
its work on the 1973 edition of Working with the 
Revenue Code, and it is now for sale.
Transportation, Department of
The Committee reviewed a DOT Audit Guide for Air 
Taxi Operators. In addition, in a letter dated 12/5/72, 
the committee commented upon a Planning Grant Program 
Audit Handbook.
4-Restrictions on poolings where stock is 
immediately disposed of.
-GAAP for life insurance companies.
-Definition and treatment of "unusual" items. 
-1972 revisions to Regulation S-X.
-Accounting for short-term tax shelters in
the form of limited partnerships.
-Accounting for a company after a change in
control.
WASHINGTON ACTIVITIES OF COMMITTEES STAFFED FROM NEW YORK
Cost Accounting Standards Board
A member of the committee met with members of the 
staff of the CASB to discuss a proposed release 
by the CASB on inventory pricing.
Health, Welfare and Pension Funds
Chairman Jack Helganz testified on HR 2 before the 
Pension Task Force of the Committee on Education 
and Labor of the House of Representatives. At the 
hearings, Rep. Dent stated that the Task Force is 
open to any suggestions which would make reports 
as meaningful as possible while at the same time 
keep costs reasonable. Rep. Erlenborn welcomed the 
AICPA’s offer to help in redrafting the report 
section of the bill and encouraged us to submit our 
recommendations as soon as possible.
Insurance Accounting
Members of the Washington staff worked with the 
Insurance Committee in bringing out the Audit 
Guide for Stock Life Insurance Companies.
Stock Brokerage Accounting
Members of the Internal Control Subcommittee of 
the Auditing Standards Executive Committee met with 
John Burton, Chief Accountant of the SEC concerning 
reports on Internal Control. An agreement was 
reached permitting release of the broker-dealer 
audit guide.
Technical Standards
The committee met with a group of government auditors 
responsible for review of reports by independent 
auditors on grantees of government grant programs with 
a view to raising the quality of auditors' reports. It 
is contemplated that such auditors will submit to the 
Technical Standards Committee copies of reports they 
consider inferior.
